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Report to Rep. Olin Teague, Chairman, House Committee on Science
and Technology; Sen. Henrry M. Jackscn, Chairmar, Senate
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Deputy Comptroller General.

Issue Area: Energy (1600).
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Authority: Atcmic Energy Act of 1974. H.R. 6796 (95th Cong.). S.
1811 (95th Cong.).

The House amendment to the Energy Research and
Development Administration (ERDA) authorization bill woulad
substantially affect ERDA's basis for setting its price for
uranium -nrichment services. Findings/Conclusions: The House
bill would not allow a Government enrichment price which covers
such factors as business risk and return on equity. Failure to
include such a component would perpstuate a barrier to private
industry's eventual entry in the ccmmercial uraniam enrichment
market and continue a pricing structure that results in a
subsidy to enrichment custcmers. The 3enate bill should more
clearly identify the cost factors that ERDA should include in
its price. The new Department of Energy should seek and
encourage private companies to continue their efforts to pursue
comerercialization of advanced uranivm enrichmert technologies.
Removing the enrichment pricing barrier is one of the ways the
Government could encourage commercial participation. The House
bill would continue a pricing structure which would result in a
subsidy that wouald tend to discourage private enterpiise.
Recommendations: Congress should reject the prcvision in the
House bill requiring the Comptroller General tc certify that the
price charge for u-anium enrichment services dces not recover a
profit for the Government. (SS)
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 10548
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N REPLY
REFER TO:

The Honorable Clin Teaqgue

Chairman, Committee on Science
and Technology .

House of Representatives

Dear Mr. Chairman:

Oon Wednesday, September 21, 1977, the House of
Representatives accepted an amendment to the Energy Research
and Pevelopment Administration (ERDA) authorization bill for
fisca. year 1978 (H.R. 6796) that would substantially affect
ERDA's basis for setting its price for uranium enrichment ser-
vices. Since this versicn differs frcm S, 1811, passed by
‘the Senate on July 12, 1977, House and Senate conferees must

" meet to resolve the differences.

We have some concern about both bills and are taking this
opportunity to share them with you. 1In our view, both bills
need to morc clearly spell out the basis for uranium enrich-
ment pricing that must be followed by ERDA. In particular,
we are concerned that the House bill could result in setting
uranium enrichment prices at levels which could discourage
the establishment of a private uranium enrichment industry.
In addition, the House version would require this Office to
certify changes in the price for enriching services--a
requirement that is inconsistent with our ronle in the
legislative branch as an independent and objective evaluator
of executive branch programs. We are acsking that you make
our ccncerns and the following reasons for them available
to the conferees. For ynur convenient reference, pertinent
excerpts trom the House and Senate bills are contained in
Enclosures I and II of this letter.

BASIS FOR URANIUM
ENRICHMENT ™RICING

-

As you know, the General Accounting Office (GAO) has
been extensively involved in the uranium enrichment area for
a number of years. We have issued three major reports on
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the subject of uranium enrichment pricing 1/, and numerous
reports discussing the Government's uranium enrichment pro-
gram. This involvement is the basis for the reservations

we nrow have about the uranium enrichment pricing sections in
botl: the House and Senate bills. ’

The House version, as amended, would set a floor
and a ceiling for uranium enrichment prices. The floor
would be the recovéry of not less than the Government's costs
over a reasonable period of time. The House bill's ceiling
wculd prohibit any price increases greater than the sum of
all the Gcvernment's costs plus the normal arnd ordinary busi-
ness expeiases which would otherwise be incurred by a private
enricher. We in_erpret this to represent a ceilirg price
which would recover the Government's costs over a reasonable
period of time--which ERDA is now required .. do---plus some
of the costs that ERDA does not now include in its pricing
calculations, such as insurance-and State and local taxes
that a private enricher would have to recover. The langurage
allowing the ERDA Administrator tc set the price so as not to
discourage Ifle development cf domestic sources of supply inde-
pendent of ERDA was eliminated in the House version, bhut is
still in the Senate version.

Therefecre, tne House bill wculd not allow a Government
enrichment price which covers such factors as business risk
and return on equity. Ia our opinion, these additional
factors should be allowed. Failure to include such a
component would (1) perpetuate a barrier to private industry's
eventual entry in the commercial uranijum enrichament market
and (2) continue a pricing structure that results in a
subsidy to enrichment customers.

While the Senate bill wouid allow the inclusion of
these factors, we believe mdre clarification is necessary to
specifically identify the cost factors that ERDA should
include in its price. -

———

1/Comments on Proposed Legislation to Change Basis for Govern-
ment Charge for Uranium Enrichment Services, September 22,
1375, RED-76-30. '

Proposed Revisions to the Criteria and Contracts for Uranium
Enrichment Services, March 5, 1973, B-159687.

Revigw of Proposed Revisions to the Price and Criteria for
Uranium Enrichment Services, July 17, 1970, B-159687.
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We believe that the new liepartment of Energy, upon
assuming ERDA's functions ana responsibilities, shoula seek
and encourage private companies to continue their efforts to
pursue commercialization of advanced uranium enrichment tech-
nologies, such as gas centrifuge an~ luiser isotope separation,
we recognize thet Government assistunce and assurances will
be necessary, although we are certainly not in f./or of the
types and degree of assistance which was to be proviaed

"in the previously proposed Nuclear Fuel Assurance act of
1975.

Removing the enrichnment pricing barrier is cne of the
more accentabie forms of assistance. We previously reported
that since the Government's enrichment capacity was fully
contracted for, its enrichment chargye had little competitive
importance to potential piivate enrichers. However, the
Governmenrt 1s now vianniag to construct adaitiocnal capacity
and its price may be a significant barrier to entrance in
the uranium enrichment market by priva:te enterprise,

We beliave the ERDA Administrator (ana eventually the
Sacretary of Energy) should be allowea to include in the
enrichment charge those factors {e.g., retura on eguity and
business risk) that are required so that private enrichers
are not discouragea from huilaing enrichment capacity beyond
the next Government increment.

The House bill woula continue a pricing structure that
results in a subsidy because the recipients of ERDA's enrich-
ment services would continue to pay a lower price chan
they would have to pay in the market. Although it 1is
important to recognize that uranium enrichment is a minor
factor in the total price of electricity to the average con-
sumer, it is an obviously large cost to inaividual electric
utilities having sizable nuclear electric capacity. Decisions
by utilities to builda additional electric capegity must bhe
based on, but not necessarily be limitea to, tne comrarative
economics of coal-fired or nuclear powerea generators, Arti-
ficial disturbances to the overall price, such as Federal sub-
sidies, can obviously help persuade a utility to pick cie
source over another. Unless the need for these subsidies is

dgm?nstrated. we prefer to see them eliminatea whenever pos-
sible.

CERTIFICATICN OF ENRTCHMENT
PRICE

We also have a reservation about the provision in the
House Dill that would require the Comptroller General to
certify that the price chargéd for uraniur enricnment
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services does not irscover revenues greater than the sum of all
Government costs and the normal and ordinary business expenses
which would otherwise be incurred by a private operator pro-
viding similar services. We are strongly opposed to this
provls1on and urge that it not be adopted in conference, This
provision would reguire GAO to perform functions that would

be inconsistent with ils role as an independent evaluator in
the legisiative branch and could set an undesirable precedent
for similar provisions in other legislation that would require
a large part of our staff to perform cost and price certifica-
tions for department heads rather than evaluating programs

for the Corcress.

As you know, GAO operates as the only control agency in
the legislative branch to ensure cdompliance with Federal
statutes governing the expenditure of public moneys
appropriated by the Congress. Our primary aim ‘s to assist
in improving the effectiveness, efficiency, and economy of
Government programs. The Congress has long loclied to GAO to
provide oojective information and evaluations o how well
legislation is being implemented by the executive agencies,
Tn our role as an independent evaluator, we are expected
to provide the Congress with suggestions for improvements,
Certification of cost and price determinations is
inconsistent with that role. Such certification would con-
flict with the concept of independence and objectivity which
must be implicit in any review by our Office relative to
uranium enrichment service activities, Further, to audit
financial transactions and data which GAO had pre{iously cer-
tified would violate the standard of independence in audit.

This is not to say that we would ignore uranium enrich-
ment pricing. As always, our Office would maintain, under
cur current legislative authority, audit oversight of all the
activities relating to the Government's uranium enrichment
services, including the prices arrived at for such services,
For example, we plan to issue within the next month a compre-
hensive report dealing with uranium enrichment pol;c1es and .
operations. We have al'so begun a review of ERDA's uranium
enrichment pricing policies which we expect to complete next
yeas . This review will determine whether the Government's
uranium enrichment pricing policies are consistent with con-
gressional directives and how the price being charged for
nuilear fuel being exported relates to the prlce of imported
oi

In summary, we would appreciate any action you could
take .o make or concerns known in conference and to amend
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the legislation accoraingly. . For your convenience, we are
providing, in Enclosure I1I, suggested language to replace
the enrichment pricing versions as accepted by the House
and Senate.

We are sending an identical letter to the Chairman,
Senat2 Committee on Energv and Natural Resources, and copiesg
-~ to-Rirrecentatives tlelwin-Rrice and-Walter-"lowerss e e ca cou..

Sincerely yours,

ﬂ’qkdl«,\

tbﬂﬂ’;Comptroller Ceneral
of the United States

Enclosures - 3



ENCLOSURE 1 ENCLOSURE I

EXCEXPT ON URANIUM ENRICHMENT
PRICING LFGISLATION (H.R. 67906) AS
PASSED BY THE_ HOUSE ON SEPTEMBER 23, 1977

TITLE V_- BASIS FOR GOVERNMENT
CHARGE FOR UPANIUM ENRICHMENT
SERVICES

SEC. 501. Subsection 161 v. of the Atcmic Energy Act of
1954, as amended, is amended to read as follows:

"v. (A) enter in§o contracts with persons licensed under
sections 53, 63, 103, or 104 for such periods of time as the
Administrator of the Energy Research and Development Adminis-
tration may deem necessary or desirable to provide, after
December 31, 1968, for the producing or cnriching of special
nuclear material in facilities owned by the Energy Research
and Development Administration; and |

"(B) enter into contracts to provide, after December 31,
1968, for the producing or enriching of special nuclear mate-
rial in facilities owned by the Enerqy Résearch and Develop-
ment Administration in accordance with and within the period
of an agreement for cooperation arranged pursuant to section
123 while comparable services are made available pursuant to
paragraph (A) of this subsection: Provided, That (i) prices
for services under paragraph (A) of this subsection shall be
established on a nondiscriminatory basis; (ii) prices for ser-
vices under paragraph (B) of this subsection shall be no less
than prices under paragraph (A) of this subséction; (iii) any

ptices established under this subsection shall be on such a
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basis as will recover not less than the lGovernment's costs
over a reasonable period of time; and (iv) no change in price
for uranium enrichment services shall permit the recovery of
revenues greater than the sum of all Government costs and the
normal and ordinary business expenses which would otherwise
be incurred by a private operator providing similar services
and so certified by the Comptroller General of the United
States: And providedrfurther, That the Administrator of the
Energy Research and Development Administration, to the extent
necessary to assure the maintenance of a viable domestic ura-
nium industry, shall not offer such services for source or
special nuclear materials or foreign origin intended for use
in a utilization facility within or under the jurisdiction of
the United States. The Administrator shall establish criteria
in writing setting forth the terms and conditions under which
services provided urder this subsection shall be made availa-~
ble including the extent to wiaich such services will be made
available for sohrce or special nuclear material of foreign
origin intended for use in a utilization facility within or
under the jurisdiction of the United States: Provided, That
-before the Administrator establishes such criteria, or any
price for uranium enrichment services, the Administrator
shall transmit such criteria or price, together with all per-
tinent data, to the Committee on Science andATechnology of

the House of Representatives and the Committee on Energy and
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Natural Resourées of the Senate and waiq a period of
forty-five calendar days (not including any day in which
either House of Congress is rot in session because of adjourn-
ment of more than three calendar days to a day certain),
unless prior to the expiration of such period each such com-
mittee has transmitied to the Administrator written notice

to the effect that such committee has no objection to the pro-

posed action."



ENCLOSURE II ENCLOSURE I1I

EXCERPT ON URANIUM ENRICHMENT
PRICING LEGISLATION (S. 1811)
AS PASSED BY THE SENATE ON JULY 12, 1977

TITLE II - BASIS FOR GOVERNMENT
CHARGE FOR URANIUM ENRICHMENT
SERViICES

SEC. 201. Subsection 161 v. of the Atomic Energy Act of
1954, as amended, is amended to read as follows:

"v. (A) enter into contracts with persons licensed urder
sections 53, 63, 103.‘or 104 for such periods of time as the
Administrator of Energy Research and Development may deem
necessary or desirable to provide, after December 31, 1368,
fér the producing or enriching of special nuclear material
in facilities owned by the Energy Research and Development
Administration; and

"(B) enter into Eontracts to provide, after December 31,
1968, for the producing or enriching of special nuclear mate-
rial in facilities éwned by the Energy Research and Develop-
ment Administration in accordance with and within the period
of an agreement for cooperation arranged pursuant to section
123 while comparable services are made available pursuant to
paragraph (A) of this subsection: Provided, That (i) prices
for services under paragraph (A) of this subsection shall be
established on a nondiscriminatory basis; (ii) prices for
services under paragraph (B) of this subsection shall be no
less than prices under paragraph (A) of this subsection; and

(iii) any prices established under this subsection shall be
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on such a basis as will recover not less than the Government's
cost over a reasonable period of time and, in the opinion of
the Administrator of Energy Research and Development, will

not discourage the development of dorestic sources of supply
independent of the Eneryy Research andvpevelopment Administra-
tion: And provided further, That the Aaministrator of Energy
Research and Development, to the extent necessary to assure
the maintenance of a viable domestic uranium industry, shall
not offer such services rfor source or svecial nuclear materials
of foreign origin intended for use in a utilization facility
within or under the jurisdiction of the United States. The
Administrator of Energy Research and Development shall estab-
lish criteria in writing setting forth the terms and condi-
tions under which services provided under this subsection
shall be made available including the extent to which such
services will be made available for source or special nuclear
material of foreign origin intended for use in a utilization
facility within or under the jurisdiction of the United States:
Provided, That any change in enrichment services prices in the
first proviso above shall not be implemented for a period of
sixty days, during which the Congress is in continuous session,
after the transmission of the proposed price to the Presicent
of the Senate, the Speaker of the House of Representatives,

the Senate Committee on Energy and Matural Résources and the

House Committee on Science a«nd Technology. Such prices shall

e
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be considered authorized by the Congress unless either House
of Congress approves a resoiution of éisapproval of such
prices prior to the expiration of the aforementioned sixty-
day period. The Senate Committee on Energy and Natural
Resources and the House Committee on Science and Technology
shall have single jurisdiction over any such resolution of
disapproval introduced pursuant to this section. If such a
resolution of disappréval has been introduced, but has not
been reported by the committee on or before the fortieth day
after transmission of the message, a privileged motion shall
bé in order in the respective body to discharge the committee
from f:rther consideration of the resolution and to provide
for its jimmediate consideration, using the procedures sveci-
fied for consideration of an impoundment resolution in section

1017 of the Impoundment Control Act of 1974 (31 U.S.C. 1407)."



ENCLOSURE II1 ENCLOSURE III

SUGGESTED LANGUAGE TO MUDIFY
HOUSE AND SENATFE LEGISLATION ON
URAIIIUM ENRICHMENT PRICING

TITLE V - BASIS FOR GOVERNMENT
CHARGE FOR URANIUM ENRICHMENT
SERVICES

SEC. 501. Subsection 161 v. of the Atomic Energy Act of
1954, as amended, is amended to read as follovs:
"v. (A) enter into contracts with persons licensed under

.

sections 53, 63, 103, or 104 for such periods of time as the

Administrator of the Energy Research and Development Adminis~

tration may deem necessary or desirable to provide, after
December 31, 1968, for the producing or enriching of special
nuclear material in facilities owned by the Energy Research
and Development Admiqistration: and

"(B) enter into contracts to provide, after December 31,
1968, for the producing or enriching of special nuclear mate-
rial in facilities owned by the Energy Research and Develop-
ment Administration in accordance with and within the period
of an agreement for cooperation arranged pursuant to section
123 while comparable services are made available pursuant to
paragraph (A) of this subsection: Provided, That (i) prices
.for services under paragraph (A) of this subsection shall be
established on a nondiscriminatory basis; (ii) price for ser-
vices under paragraph (B) of this subsection shall be no less
than prices under paragraph (A) of this subséction; and (iii)

any prices established under this section shall be on such a

19



ENCLOSURE 1I11I ENCLOSURE III

basis as will recover the sum" of all Government costs plus
the normal and ordinary business expenses which would other-
wise be incurred by a private operator:grovidinq similar
services, and amounts for bus.ness risk and a reasonable
‘return on equity which in the opinion of the Administrator
of the Energy Research and Development Administration are
deemed necessary to not discourage the development of domes-

tic sources of supply independent of the Energy Research and

Development Administration: And provided . . .*

e it

*Hcuse and Senate bills differ on the provisions for Con-
gressional review. These differences, which are shown in
Enclosures I and II, are not the subject of this letter.





